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INDONESIA - Key Economic Indicators 


Exchange Rate (average per year) 
1984: USD1.00 1026 
1985: USD1.00 1110 
1986: USD1.00 1282 
1987: USD1.00 1640 
1984 1985 1986 1987(a) 
Population (million midyear) 160 164 168 172 
GDP (USD million, current prices) 85,317 76,174 69,000 
GDP (per capita in $) 533 453 
GDP (% growth in constant 1983 
rupiah prices) 6.1 2a 
Real GDY adjusted for terms of 
trade) S. -5.0 
Consumer Price Index (% growth Jan-Dec) 9. 9.2 
M-1 Money Supply (Rps. Billion-Dec 31) 8,581 11,533 12,500 
Foreign Investment Approvals 
(non-oil) $ million 1,107 826 1,200 
Net Official Int'l Reserves 
($ million-Dec 31) 5,720 5,411 5,500 
External Official Debt 
(Disbursed - $ million-Mar 31) 24,609 24,354 30,235 36,607 
Debt Service ($ Million) 3,251 4,037 4,800 5,400 


Government Budget (Rps Billion) FY84/85 FY85/86 FY86/87 FY87/88 
(actual) (actual) (actual) (budget) 
Routine Expenditures 9,429 11,151 13,539 15,026 
Development Expenditures 9,952 10,873 8,332 76138 
Domestic Revenues 15,905 19,253 16,140 17 , 23% 
Foreign Development Assistance 
(loans and grants) 3,478 3,572 5, 752 5,547 


Official Balance of Payments FY FY FY FY (a) 
Million 84785 85/86 86/87 87/88 
Overall Balance (change in off. 
reserves) 667 30 -487 0 
Current account -1,968 “1,832 -4,020 -2,600 
Exports, Merchandise (F.0.B.) 19,901 18,612 13,526 15,100 
0il and LNG 13,994 12,437 6,909 7,500 
Non-oil 5,907 6,175 6,617 7,600 
Imports, Merchandise (F.0.B.) 14,427 5243s 1i #22 11,200 
Oil and LNG sector imports 2,797 2,474 2,165 2,300 
Non-oil 11,630 10,078 9,057 8,900 


U.S.-Indonesian Trade ($ Million) 1984 1985 1986 1987(a) 
Indonesian Exports to the U.S. 

tG.2.8.) Ge) S$ yaad 4,548 3,294 2,700 
U.S. Share of Indonesian Exports (%)(b) 20.5 21.7 19.5 NA 
Indonesian Imports from the U.S. 

(P5428. ) te) 1,186 774 910 800 
U.S. Share of Indonesian Imports ($%)(b) 17.7 13.7 13.3 NA 


Sources: Bank Indonesia, Central Bureau of Statistics, Department of Finance 
Investment Coordinating Board, U.S. Department of Commerce, International 
Monetary Fund. 

(a) - Embassy estimates 

(b) - Based on Indonesian Central Bureau of Statistics Figures 

(c) - Based on U.S. Department of Commerce Figures 





FOREIGN ECONOMIC TRENDS 


SUMMARY 


In 1987 the Indonesian economy continues to be heavily dependent on 
oil export earnings, and execution of the government's development 
budget has become more dependent upon foreign assistance. Local 
economists predict real growth in national income for this year, 
adjusted for terms of trade, to be about 2 to 3 percent, after the 
5 percent contraction in 1986. 


The current account deficit should decline from $4.0 billion in FY 
1986/87 to about $2.6 billion this year, and Indonesia has received 
$1.8 billion in special credits from the IMF, the World Bank, and 
the Japanese Export Import Bank in recent months. However, a very 
large foreign debt and pressure on foreign reserves will place tight 
constraints on the government's ability to expand the economy. 
According to public Bank Indonesia reports, total Central Bank 
foreign assets declined from $7.8 billion in September 1986 to 

$5.7 billion in March 1987; on the bright side, the Government has 
substantially broadened the base of its non-oil tax collection. 
Japanese official and private lending has become even more important 
to Indonesia, and new private investment is entering at a higher 
rate than last year. 


Although growth in agricultural production may slow to 1 percent in 
1987, Indonesia should continue to be self-sufficient in rice and 
the production of secondary food and plantation crops will 
increase. During 1986, the rural population, especially tree crop 
smallholders, did well in terms of income growth, in contrast to 
growing unemployment in urban areas. 


The Indonesian Government adheres to the OPEC quota of 1.13 million 
barrels a day, while maintaining more flexible oil pricing and 
taxation policies. The government is proceeding with billions of 
dollars worth of LPG and LNG expansion projects. Indonesia seeks to 
increase non-oil exports to a target level of $7.5 billion, with a 
broader range of manufactured exports. 


The Government has taken steps to reduce high internal costs and 
extensive protection of Indonesia's domestic economy. These include 
freer imports of a wide range of commodities and a reduction of 
quantitative restrictions and non-tariff barriers. Export-oriented 
industries will benefit from these measures, both in terms of more 
competitive prices and relief from duties on imported raw materials 
used in export. Faced by strong complaints from the U.S. and other 
trading partners about weak protection for intellectual property 
rights, Indonesia has submitted a new copyright law to Parliament 
and preliminary work has begun for a new patent law. 


Best export sales opportunities for U.S. firms are in avionics and 
aviation ground support equipment, telecommunications equipment, and 
agricultural and food processing machinery. The U.S. Export Import 
Bank has extended to Indonesia a $100 million concessional credit 
for high technology projects. END SUMMARY. 
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DOMESTIC ECONOMIC DEVELOPMENTS - THE MACROECONOMY 


Falling oil and other export commodity prices caused real domestic 
income, adjusted for terms of trade, to contract by 5 percent during 
1986. National income should grow about 2 percent in real terms in 
1987. Real GDP growth measured in physical volume rose 2.4 percent 
in 1986, and may rise another 2 percent this year. Growth in the 
non-oil sector will be held down because of lower growth in 
agriculture and weak domestic demand. 


Indonesia's economic policymakers seek to reduce the high cost of 
manufacturing due to excessive protection and licensing, and 
uncompetitive “upstream" industries. The May 6, 1986 Package 
lowered import restrictions for export oriented manufacturing and 
encouraged foreign investment, and the October 25, 1986, decrees 
abolished or relaxed nontariff barriers for many industrial 
commodities, including paper and glass products, textile products, 
and some iron and steel items. In December 1986, the aircraft, 
shipbuilding, and machine tool industries were given permission to 
import directly without using selected agents. On January 15, 1987, 
restrictive import licensing was abolished or relaxed on a wide 
range of textile industry inputs and steel products. 


The Government since 1986 has tightened control of the money supply 
through indirect open market operations. As of December 1986, the 
money supply (M-1) was 14 percent higher than in December 1985. 


Although devaluation boosted some prices well over 15-20 percent, 
the inflation rate for 1986 is estimated at 9 percent, and inflation 
thus far in 1987 is running at an annual rate of 10 percent. Bank 
Indonesia will continue a high rate of liquidity credits to rural 
areas, small businesses, and low cost housing in 1987. 


Actual domestic budget revenues for FY 1986/87 fell Rp. 1.7 trillion 
because of lower oil revenues, and the government used $1 billion in 
foreign borrowings to close the gap. Indonesia faces significant 
fiscal austerity this year with a budget of Rp. 22.7 trillion (based 
on an oil price of $15 per barrel). The approved development budget 
(Rp. 7.7 trillion) represents a nominal cut of 6.5 percent, and 

70 percent of this is funded by foreign aid, representing an 
increase in dependency on foreign assistance. The Government is 
reviewing development projects in order to channel funds toward 
those which can be completed quickly and have a satisfactory 
economic return. Routine expenditures will rise 14 percent to Rp. 
15.0 trillion, but almost half of this is for foreign debt service 
payments. Non-oil revenues should imprcve by 27 percent over the 

FY 1986/87 budget, with collections from the value added tax rising 
65 percent to Rp. 3.5 trillion. 


Private savings and real investment dropped in 1986. However, 
domestic private investment approvals are rising again in the first 
quarter of 1987. Plantations and textiles are the focus of domestic 
investment, while mining, consumer goods, pharmaceuticals, 
agribusiness, chemicals, and fishing remain of most interest for 
foreign joint ventures. Foreign investment approvals during 1986 
totalled $826 million, a slight decline from 1985; new foreign 
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investment, especially from Japan, has been entering in 1987 at a 
Significantly higher rate than last year, although actual investment 
will not total much more than $400 million. In 1986 domestic equity 
requirements for export-oriented companies were relaxed. 


The state corporations collectively have total assets and sales of 
over Rp. 100 trillion. The government has formed an interagency 
team to examine the sale to private owners of unprofitable state 
firms, and improve the management of those remaining. 


BANKING AND CAPITAL MARKETS 


The banking system continues to be dominated by the state commercial 
banks, which hold 80 percent of total rupiah deposits. Net foreign 
assets of state and private commercial banks were $4.1 billion in 
March 1987, compared to $4.8 billion at the end of FY 1985/86. 
Lending interest rates are expected to remain high at over 

20 percent, which will hurt new business investment. The government 
raised bank deposit rates 17 percent in order to promote domestic 
savings and discourage transfers of capital out of Indonesia. 


Commercial bank activity increased 13 percent in 1986, compared to a 
21 percent increase in 1985; the reduction is indicative of the 
economic slowdown, and tight monetary restrictions especially in 
light of the devaluation. Indonesian banks and finance companies 
are devoting much more attention to overseas operations, while a big 
expansion in joint venture leasing is expected in 1987. 


The embryonic stock exchange still has only limited trading of 
public stocks, although the May 6 Package included incentives for 
more companies to go public. The Indonesian commodity exchange is 
limited to physical trading in rubber and coffee but may later 
include other agricultural commodities. New banking, pension and 
insurance laws are in the process of being formulated. 


ENERGY AND MINING 


In 1986 the petroleum industry provided 52 percent of Indonesia's 
total export earnings and about 40 percent of the government's tax 
revenues. In FY 1986/87, oil and gas exports dropped dramatically, 
and were less than $6.8 billion, compared to $12.4 billion for the 
previous year. Net oil and gas earnings fell from $5.9 billion in 
the previous fiscal year to $2.1 billion in FY 1986/87. Indonesian 
average crude oil and condensate production in 1986 was 1.38 million 
barrels a day. Total oil refinery capacity is 900,000 barrels a 
day, with an average utilization of 750,000 b/d. 


Proven crude oil reserves of 8.5 billion barrels and 48 billion 
barrels of probable reserves are declining faster than new 
production comes onstream. The number of operational drill rigs has 
dropped 40 percent, and exploration budgets are down sharply. In 
1986, foreign oil firms invested about $2.8 billion in Indonesia, 
which is reimbursed on a cost recovery basis, and $2.7 billion in 
exploration is planned for 1987. 
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Indonesia remains the world's largest exporter of LNG. Proven 
recoverable reserves of natural gas exceed 80 trillion standard 
cubic feet. The first shipment of LNG to South Korea occurred in 
October 1986, and Taiwan has concluded negotiations to ship 

1.5 million tons of LNG per year from East Kalimantan, starting in 
1990. A 300,000 ton/year methanol plant in Kalimantan is now in 
operation, and the government has reopened discussions for foreign 
participation in olefin and aromatics projects. The Japanese will 
build and finance two LPG plants in Arun (Sumatra) and Bontang 
(Kalimantan) worth $890 million. 


Domestic coal production should increase from 2.6 million tons in 
1986 to 5 million tons in 1987, with East Kalimantan coal 
supplementing present production from Sumatra. Exports should rise 
from 1.6 million tons in 1986 to 2.0 million tons in 1987, but 


millions of tons will be imported from Australia and the PRC for 
electric power projects. 


To save on fuel oil, two-thirds of new electric power capacity are 
hydroelectric, coal, or geothermal plants. The Indonesian 
Government is examining preliminary estimates from French, German, 
U.S., Italian and Japanese companies for investor owned and operated 
conventional and nuclear power plants. The 700 MW Saguling 
hydroelectric plant was completed in 1986, and hydro plants rated at 
another 900 MW are under construction. 


Despite substantial reserves, prospects for major increases in 
production of minerals such as tin, nickel, copper, and bauxite are 
poor in the near term because of excess global capacity and 
associated weak international prices. A recent restructuring of 
Indonesia's state-owned tin factories has resulted in a significant 
decline in costs of production, and the Indonesians plan to increase 
production to 27,000 tons in 1987 despite the overhang of world tin 
stocks. Nickel prices are also unlikely to strengthen in the near 
term, although the $1 billion P.T. Inco nickel plant in Sulawesi has 
resumed full production in hopes of greater Japanese import demand. 
Gold exports could become significant following the lifting of 
restrictions in September 1986 and the recent signing of over 


40 exploration contracts; exports are projected to reach 20 tons 
(US$340 million) by 1995. 


AGRICULTURE AND FISHING 


Agriculture accounts for approximately one-fourth of the GDP and 
employs 55 percent of the labor force. Rice production in 1987 is 
set at 26.3 million tons, slightly better than in 1986. This should 
sustain the nation's self-sufficiency despite an outbreak of brown 
leaf hopper pests in 1986. The Government has set its procurement 
target at 1.7 million tons of rice in 1987, and year-end stocks may 


be approximately 1.3 million tons, the lowest year-end level since 
1979. 


Production of major non-rice food crops (e.g. cassava, corn, 
soybeans, peanuts) increased about 5 percent in 1986, and a smaller 
gain is expected in 1987. Sugar production rose 4 percent to 


1.8 million tons in 1986, and should reach 1.9 million tons in 
-1987. 
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Increases in secondary crop production remain constrained by a 
shortage of disease-resistant seeds, limited fertile land, insect 


pests, and a reluctance by farmers to shift from rice production to 
other crops. 


Plantation crops represent a third of the total cultivated area in 
Indonesia. Rubber production in 1987 is pegged at slightly more 
than 1.0 million tons. Palm oil production is expected to increase 
to 1.45 million tons, and the Government has eliminated all 
restrictions on exports because of higher world prices. Some palm 
oil plantations in Sumatra are to be divested by the government. 
Coffee production should reach nearly 350,000 tons, but exports are 
expected to decline 30 percent in value and the Indonesians seek a 
higher national quota in the International Coffee Organization. 
Copra output should total about 1.3 million tons. 


The Government is also emphasizing the expansion of dairy, livestock 
and poultry industries. Indonesia may import 20,000 milk cows, 
mainly from New Zealand and the U.S., in 1987. Investments have 
increased in vegetable and fruit growing, and the government hopes 
to increase vegetable exports. A shift toward food processing has 
encouraged the development of related industries, such as canning 
and cooking-oil refining. 


Fishing has become an important industry, with a production target 
this year of 2.5 million tons. The Government has simplified 


procedures for foreign participation in tuna and skipjack fishing 
in the Exclusive Economic Zone, and has allowed imports of foreign 
fishing vessels; several American firms have already formed joint 
ventures. The Indonesians seek U.S. technical assistance in shrimp 
aquaculture for export, and the target for total shrimp exports in 
1987 is $400 million. 


MANUFACTURING 


For Indonesian non-oil manufacturing (10 percent of GDP in 1986), 
the government will give priority to diverse export-oriented 
industry, construction equipment, and machine tools. The 1986 
devaluation helped to equalize Indonesian high cost manufactured 
products with world market prices, reducing the effects of low 
productivity. Textiles and food products showed the greatest 
increases in 1986, while heavy machinery, electronics, and 
shipbuilding suffered large drops in production. The private sector 
is vulnerable to excessive debt, declining sales and eroding profit 
margins, though labor intensive manufacturing for lower priced 
consumer goods remains promising. 


The Indonesian automobile industry, although well below capacity, 
increased production in 1986. Some automobile components are now 
being exported, and in February 1987, the Government liberalized 
some regulations on the import and sourcing of automobile 
components. State-owned Krakatau Steel announced its first profit 
in 1986, with a 30 percent jump in production to 1 million tons of 
steel and substantial exports. An $850 million cold rolling mill 
began production in March 1987. 
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Fertilizers and chemicals remain a growth sector and paper 
production will be boosted by the completion of a $455 million Kraft 
paper plant in North Sumatra. Exports should increase the 

60 percent capacity utilization of cement plants. Plywood's 
potential for future expansion ($1.1 billion of exports in 1986) is 
limited by shortages of logs and overcutting of available timber. 


In transportation, the Indonesian State Aircraft Company (IPTN) 
received FAA certification to sell two CN-212 multipurpose 
short-haul aircraft to Guam. The Indonesians are discussing a 
100-seat airliner project with Boeing, MBB (West Germany) and Fokker 
(Netherlands). The ambitious program for domestic construction of 
3000-ton interisland freighters has been scaled down. 


ECONOMIC DEVELOPMENTS - BALANCE OF PAYMENTS 


In FY 1986/87 (April 1 to March 31) Indonesia had a current account 
deficit of $4.1 billion, mainly attributable to the dramatic drop in 
oil prices in 1986. The government was forced to increase its 
borrowings from official and commercial sources to cover its foreign 
exchange and budgetary deficits. According to the Central Bank, 
Indonesia had a drop of $500 million in its official reserves during 
FY 1986/87, and this would have been substantially worse without the 
September 12, 1986 devaluation. Net oil and gas exports (minus 
imports and services) were only $2.02 billion in FY 1986/87, down 
from $5.9 billion in FY 1985/86. 


Total exports for FY 1987/88 are pegged at $15.09 billion, with oil 
and gas export earnings at $7.48 billion. Gross imports are 
estimated at $11.22 billion, but have been rising from last year. 
The current account deficit, estimated at $2.6 billion for 

FY 1987/88, will be mostly financed by official balance of payment 
support loans and previously unused standby commercial loans. 
Indonesia has recently received a $609 million loan from the IMF to 
help adjust for the drop in non-oil commodity export prices, as well 
as a $300 million IBRD trade adjustment loan. 


In FY 1987/88, Indonesia expects to receive $2.5 billion in IGGI 
assistance. The World Bank approved $1.13 billion in loans for 
Indonesia during the bank's fiscal year, bringing its total loan 
commitments to about $10 billion. Total IGGI and non-IGGI 
assistance, mixed credits, and commercial borrowings are targeted at 
$5.7 billion for the current fiscal year, and will barely equal the 
outflows of foreign debt repayments (principal and interest). 


External financial problems have increased the importance of Japan 
to the Indonesian economy. Japan remains the biggest investor by 
far, with $7 billion private equity investment. The Japanese 

EximBank has over $4 billion of exposure here; Japanese commercial 


banks are the primary participants in international commercial loan 
syndications for Indonesia. 


Foreign assets of the banking system were approximately $9.6 billion 
by March 1987. According to information made public by Bank 
Indonesia, total foreign assets of the Central Bank dropped from 
$7.8 billion in September 1986 to $5.7 billion in March 1987. 
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Indonesia also has about $2.4 billion in unused commercial credits. 
In October 1986, the government lifted the ceilings on swap 
facilities (rupiah credits in exchange for foreign exchange cover on 
long-term contracts), which has substantially increased the amount 
of foreign exchange swap funds held by Bank Indonesia. 


By March 1987, public outstanding debt reached $36 billion, 
comprised mostly of medium and long-term debt on concessional 

terms. There is another estimated $7 billion of medium and 
long-term commercial debt. The sharp drop in the value of the 
dollar had an adverse impact on foreign debt repayments, 60 percent 
of which are in non-dollar denominated currencies. The appreciation 
of the yen and other non-dollar debt has raised Indonesia's public 
sector debt service payments from $4.5 billion in FY 1986/87 to 

$5.8 billion in FY 1987/88. Official debt service ratio for the 
current fiscal year will reach 37 percent of gross exports, and 
total country debt service is over 40 percent. Some state companies 
are seeking arrangements with individual foreign lenders in order to 
defer payments on foreign debt. 


The Government is committed to a free foreign exchange system. The 
rupiah, currently valued at 1635 to the dollar, follows the IMF's 
SDR and a basket of currencies in a managed float. Over the past 
year it had lost 60 percent of its value to the Yen and some 
European currencies, and 31 percent to the dollar. Indonesia 
remains vulnerable to speculation against the rupiah and sudden 
outflows of private capital, as shown by a $1.8 billion wave of 
foreign exchange purchases and transfers in December 1986. 


FOREIGN TRADE 


Compared to an index of 100 in FY 1983/84, Indonesia's terms of 
trade for its exports fell to 60 in FY 1986/87. Gross oil export 
earnings declined 12.7 percent from the previous fiscal year, LNG 
exports declined from $3.802 billion in 1985 to $2.804 billion in 
1986. Reflecting a continuation of tight controls on capital 
intensive development projects, slack domestic demand and 
investment, and substantial import substitution, non-oil imports 
dropped 10 percent in FY 1986/87. Japan remains the most important 
export market for Indonesian raw materials and the United States is 
the most important purchaser of non-oil manufactured exports. 
Indonesia is seeking a substantial increase in non-oil trade with 
the Middle East and the PRC ($700 million in direct and indirect 
two-way trade). 


The value of non-oil exports in CY 1986 was estimated at $6.5 
billion, up 9.0 percent from 1985. The most important exports of 
1986 were timber and plywood ($1.38 billion), rubber ($706 million), 
coffee ($787 million), textiles and handicrafts ($836 million), tin 
($180 million), copper ($160 million), shrimp ($287 million), 
fertilizer ($121 million), palm oil ($101 million), and pepper ($139 
million). Devaluation is expected to increase the value and 
diversity of manufactured exports, but will probably have less 
effect on primary commodities. Tourism earnings reached 
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$641 million in FY 1986/87, and is now the largest service export. 
Nickel and tin exports declined. Other exports include tobacco, 
tea, copra, leather, and cement. The government has banned the 
export of raw rattan in order to encourage its processing into 
exportable rattan furniture, and has decreed that sawn and processed 
timber may only be exported by registered companies. Indonesian 
insistence on using irrevocable letters of credit for almost al. 
commodity sales has complicated export marketing. 


The Government has started to phase out preferential export credits 
over the next 4 years by raising the interest rate from 9 to 

11.5 percent. Foreign investment firms may now export the products 
of other industrial enterprises with prior appro.-1 from the 
Department of Trade. The Trade Department has orysnized an export 
support board to promote the marketing of non-oil exports. 


COMMUNICATIONS AND INFRASTRUCTURE 


There has been major infrastructure upgrading and volume flowthrough 
in Belawan (Medan) and other Sumatran ports. The Government is 
encouraging foreign private participation for toll road construction 
and management in Indonesia. Rp. 257 billion has been earmarked for 
expansion of the Jakarta road network, with some toll roads around 
the capital recently completed. The national airline, Garuda, has 
implemented many new international flights, including direct air 
service to Los Angeles via Biak, Irian Jaya. Due to its heavy 
foreign debt, Garuda will lease rather than buy heavy widebodied 
aircraft in the future. A French firm will build the second stage 
of the Jakarta International Airport for $130 million, while the 
Japanese are funding the expansion of the very busy Balikpapan and 
Denpasar airports. 


To upgrade telecommunications, the Government will install an 
additional 900,000 telephone lines during the remainder of Repelita 
IV. As part of a $4.5 billion integrated services digital network 
system, a fiber optics system was inaugurated at Jakarta airport. 
The Palapa B-2P replacement satellite te ensure expanded telephone 
and television coverage for eastern Indonesia) was launched in March 
1987. The government is expanding microwave transmission systems on 
the outer islands, and a submarine telephone cable between Medan and 
Sri Lanka is being constructed. Indonesia is considering whether 
private foreign suppliers of telecommunications services could 


receive a payback from fees generated in return for partial equity 
investment. 


IMPLICATIONS FOR THE UNITED STATES - PROJECT FINANCING 


Combined World Bank and ADB loan commitments to Indonesia in 1986 
were $1.5 billion, mainly supporting agriculture, infrastructure 
development, and human resources. Japan ($500 million) and the 
United States ($86 million) are the largest bilateral lenders. Of 
the Rp. 5.425 trillion of IGGI aid budgeted in FY 1987/88, 

Rp. 1 trillion is in the form of rupiah to pay local costs of 
projects. A.I.D. is concentrating on the rural sector, with 
increased attention to cooperatives and private sector lending. 
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The Indonesian Government presses strongly for all project financing 
to be provided on a soft loan basis whenever possible (defined as 
loans with a maturity of 25 years or more, with a minimum grace 
period of 7 years and a maximum interest rate of 3.5 percent). For 
FY 1987/88, only $600 million worth of government projects on a 
pre-approved list will be financed by foreign commercial and mixed 
credits. The State Secretariat (SEKNEG) continues to play a crucial 
role in selection of projects costing $200,000 or more. 


The U.S. Export-Import Bank has $750 million in exposure to the 
Indonesian public sector, financing $2.5 billion in U.S. exports. 
The Indonesian Government's preference for soft loan credit 
financing complicates U.S. ability to win major projects and product 
sales in competition with the Japanese and Europeans. This year the 
U.S. EximBank has offered a $100 million concessional line of credit 
to finance high technology equipment. OPIC has insured $151 million 
of U.S. investment in Indonesia, with another $230 million in 
pending applications. 


UNITED STATES - INDONESIA TRADE 


Indonesian exports to the U.S. dropped to $3.29 billion in 1986 from 
$4.55 billion in 1985. In 1986, crude petroleum and petroleum 
products were $1.91 billion, rubber $325 million, veneers and 
plywood $277 million, coffee and tea $313 million, and textiles 

$314 million. The U.S. market remains the largest market for 
Indonesian manufactured exports. The Indonesian Government is 
seeking U.S. assistance in improving the quality and packaging of 
shrimp, rattan furniture, and other non-oil exports to the U.S. 


U.S. exports to Indonesia rose from $774 million in 1985 to 

$910 million in 1986. The main exports were transport equipment 
($108 million), synthetic resins ($77 million), cereals 

($59 million), animal feed ($53 million), and machinery parts 

($93 million). During the last year, Australia replaced the U.S. as 
the leading wheat supplier, while China supplied most of the soybean 
market and a large share of cotton. Best sales prospects for U.S. 
exporters include avionics and aviation ground support equipment; 
telecommunications equipment; computers; medical supplies; electric 
power generating and distribution equipment; analyzing, testing and 
measuring instruments; aircraft and aircraft parts; food processing 
and packaging equipment; commercial maritime equipment; pumps, 
valves and compressors; chemicals; and mining equipment. 


COMPETING FOR SALES - MARKET ACCESS ISSUES 


The following issues should be kept in mind by U.S. businesses: 


--Import Licensing: Under the Department of Trade regulations 
certain products can be be imported solely by State trading 
companies or other designated importers. Items covered include 
heavy machinery, automotive related components and equipment, 


consumer electronic equipment, textile machinery, industrial 
machinery, certain food items, chemicals, plastics, and metal 
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products. Restrictions have been relaxed on importation of capital 
goods for retooling industrial plants. However, imports entirely 
for export manufacturing are now duty free. 


--Indonesian Manpower: The Department of Manpower approves all 
applications for use of expatriate manpower by foreign companies, 
and work permits are mandatory. However, the government is granting 
multiple entry business visas to expatriate managers. The 
Indonesian Government requires foreign firms to train Indonesians 
and place them in supervisory and managerial positions. The 
Government is allowing more latitude on layoffs to help increase 
efficiency in hard-pressed Indonesian companies. 


--Sole Agency: The Department of Industry requires the appointment 
of a "sole agent" for the sale of certain industrial products, 
including automotive equipment, heavy construction equipment, 
consumer electronics, and household appliances. Indonesian agents 
enjoy considerable protection in terms of length of contract (three 
years), contract termination, and compensation upon termination. 


--Intellectual Property Rights: Indonesia enacted a copyright law 
in 1982 to protect locally published materials, but foreign works 
were not protected. The trademark law operates on the principle of 
first registration, valid for 10 years. The U.S. Government has 
ordered a 6-month postponement of a measure to suspend Indonesia's 
GSP benefits, because Indonesia has submitted a new, more 
comprehensive copyright law to Parliament. A new patent law is 
under discussion but may encounter difficulties because of the 
controversy about whether or not to protect both products and 
processes for pharmaceuticals. 


INVESTMENT 


Since 1985, the Indonesian Government has reduced the steps required 
to obtain foreign investment approvals and has liberalized the 
requirement for Indonesian ownership. Foreign investors are 
exempted from paying the value added tax on imported raw materials 
and equipment until a new factory actually goes into operation. 
Foreign ventures that export 85 percent or more of their production 
are allowed more scope in areas for investment. Foreign joint 
ventures under certain conditions are also allowed to obtain low 
interest export credits from government banks and to distribute 
products for retail through domestic companies. Nonetheless, the 
government maintains a wide range of restrictions on ownership 
provisions (joint ventures in most cases are mandatory for foreign 
investors), and distribution is precluded for most foreign firms. 
While most U.S. non-oil investment is in the mining sector (e.g., 
Freeport's copper mine in Irian Jaya), a U.S. company is considering 
a $1 billion tree plantation and pulp facility in Irian Jaya as well. 


For service sector restrictions, foreign bank branches are re- 
stricted to lending to firms located in Jakarta. U.S. engineering 
firms are not allowed to open representative offices in Jakarta, but 
usually can work through local companies. In pharmaceuticals, 
foreign activity is severely limited with production for over-the- 
counter sales generally reserved to domestic firms. Foreign legal 
and accounting firms cannot operate under their foreign name. There 


are barriers to foreign activity in insurance and film distribution. 








